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1SMALL BUSINESS ADMINIS TRATION
Senator James Abdnor (R-SD) was recently nominated to  be the next Administrator o f
the Small Business Administration by President Reagan. Senator Abdnor w ill  succeed
James C. Sanders, who resigned in April, 1986. Mr. Abdnor has served in the U.S. 
Senate since 1981 and w i l l  continue to  do so u n til 1/6/87. While in the 99th 
Congress he was a member o f the Appropriations Committee, the Environment and 
Public Works Committee, the S e le ct Committee on Indian A ffa ir s , and was Vice 
Chairman of the Joint Economic Committee. Previously, Mr. Abdnor served in the 
U.S. House of Representatives from 1972 to  1980, was Lieutenant Governor for South 
Dakota from 1968 to 1970, and was a member of the South Dakota State Senate from 
1956 to  1967. Sen. Abdnor received a B.S. degree from the University of Nebras­
ka in 1945. He w il l  assume h is new duties upon confirmation by the U. S. Senate.
Size e l ig ib il i t y  for small businesses who want to participate in SBA's section 8(a)
program w ill be determined at the time a firm submits i t s  in it ia l  bid or offer
Which includes price to  the procuring agency for a sp ecific  contract (see
the 12/17/86 Fed. Reg., pp. 45102-4). According to  the f in a l ru le, where the SBA 
has verified  that a selected section 8(a) firm is  small for a particular procure­
ment, changes in  the concern's s iz e  a fte r  c e r t if ic a t io n  and before the award, 
which are due to  natural growth as opposed to  merger or a cq u isitio n , w i l l  not 
a ffect the firm's size status as i t  relates to procurement. Prior to the proposed 
change, the SBA had required a section  8(a) firm  to  q u a lify  as a sm all business 
concern both at the time of i t s  se lf-ce rtifica tio n  and at the time o f the contract 
award. Under the f in a l ru le  a s iz e  c e r t if ic a t io n  is  e f fe c t iv e  only i f  SBA has 
o f f i c i a l l y  accepted the procurement fo r the section  8(a) program. The ru le  is  
e ffective  12/17/86. For additional information contact David Kohler at the SBA at 
202/653-6660.
TREASURY, DEPARTM ENT OF
Temporary regulations to c la r ify  the circumstances in which gain from a sale or
exchange is  income from a passive a c tiv ity  for the purposes of the lim itation on
passive a c t iv i t y  lo sses and cred its , w ill  be issued by the IRS (see IR-86-174
and Notice 87-8). The IRS announced that the regulations w ill  provide that i f  a 
taxpayer s e l l s  an in te re s t  in  an a c t iv i t y  in  a taxable year beginning a fte r  
12/31/86, and the income, i f  any, from the a c t iv i t y  is  income from a passive 
a c tiv ity  for purposes of the lim itation, then any gain on the sale is  also income 
from a passive a ctiv ity  for purposes of the lim itation. This gain is  income from 
a passive activ ity , the notice stated, regardless o f the method under which gain 
from the sa le  is  reported. According to  the IRS, the regu lation s w i l l  a lso  
c la r i f y  th at gains from sa le s  in  taxable years beginning before 1/1/87, are not 
income from a passive a c t iv ity .  Under the Tax Reform Act o f 1986, the passive 
a ctiv ity  loss o f certain taxpayers is  not allowed as a deduction for the taxable 
year. Notice 86-8 is  scheduled to  appear in Internal Revenue B u lle tin  1987-3, 
dated 1/20/87. For further information contact the IRS Public A ffairs o ffice  at 
202/566-4024.
Changes in retirement distribution rules made by the Tax Reform Act o f 1986 are the
subject o f an IRS announcement issued 12/19/86 (see Announcement 87-2). The IRS
said the rules are generally effective  for retirement distributions in 1987 and 
c o v e r  th e  fo llo w in g :  1)  ta x  on d is t r ib u t io n s  b e fo r e  age 59 1 /2; 2) ta x  on e x c e s s  
distributions; 3) taxation of lump-sums; 4) taxation of annuity payments; and, 5) 
ro llo v e rs  o f p a r t ia l  d istrib u tio n s. The IRS announcement provides examples, 
situations, definitions and guidelines in question and answer format and is  in­
tended to be a non-technical explanation, rather than a comprehensive statement of 
the new rules concerning distributions from tax-favored retirement arrangements. 
The IRS expects to provide technical guidance concerning such distribution changes 
in the future. Announcement 87-2 w ill  appear in Internal Revenue Bulletin 1987- 
2, dated 1/12/87. For further information contact the IRS Public A ffairs Office 
a t 202/566-4024.
2Agreements to defer until a la ter year the receipt o f income that would otherwise have
been received in 1986 may in certain circumstances be disregarded for federal
income tax purposes, according to an IRS advance announcement (Announcement 87-3)
and an information release (IR-86-172) issued on 12/22/86. The announcement is  
scheduled to  be published in  Internal Revenue B u lle tin  1987-2, dated 1/12/87. 
D eferral agreements may be disregarded under the doctrine o f "constructive re­
ce ip t", the IRS inform ation release  noted, and in  such cases "the income i s  
taxable for the year i t  would have been received absent the deferral agreement." 
The announcement states that a taxpayer may be treated as having constructively 
received an amount i f  "the d e fe rra l i s  not pursuant to  a bona fid e  arm's length 
agreement with business substance, or the taxpayer's right to receive the income 
is  not subject to substantial lim itation or restriction." According to the agen­
cy, a d e fe rra l agreement may not be treated  as bona fid e  to  the extent th at the 
payor made available or fa c ilita te d  the a va ila b ility  o f sources o f funds in lieu  
o f the deferred amounts, pointing to  employer loans or loans under q u a lifie d  
plans as examples. In addition, the IRS explained, the period o f time for which 
an agreement defers the receipt of income is  an important factor in determining 
whether a taxpayer's right to receive income is  subject to substantial lim itation 
or restriction. "Thus, an agreement that merely defers the receipt o f income for 
a number o f weeks or months to  take advantage o f the scheduled reductions in  
individual tax rates may not substantially lim it or re s tr ic t  the taxpayer's right 
to receive such income," the announcement stated. A copy o f the IRS announcement 
and information release may be obtained by callin g  the agency at 202/566-4024.
Guidance on the taxation of employer-provided transportation between an enployee's
residence and place of employment was recently issued by the IRS (see Announce­
ment 87-1). Under Code Section 124, in taxable years beginning a fter 12/31/78 and 
before 1/1/86, the value o f "q u a lifie d  transportation" provided by an employer 
between an employee's residence and place of employment was excluded from gross 
income. According to the announcement, the value of any employer-provided trans­
portation received in a taxable year beginning a fter 12/31/85 is  includible in the 
gross income of each employee, including the driver, who commutes in  the employer- 
provided veh ic le . The announcement fu rth er explains th at the Service does not 
expect to make any changes to Section 1.61-2T of the Temporary Income Tax 
Regulations which provide sp e c ia l ru les fo r valuing the use or a v a i la b i l i t y  o f 
employer-provided veh ic les . Announcement 87-1 w i l l  be published in  Internal 
Revenue B u lle tin  1987-1 on 1/6/87. For fu rth er inform ation contact the IRS 
Public A ffairs Office at 202/566-4024.
Tax exempt organizations and certain private foundations w ill  be required to  f i l e
quarterly estimated tax payments, as described in temporary regulations adopted
by the IRS (see the 12/24/86 Fed. Reg., pp. 46619-20,). The temporary regu lation s 
w ill  also serve as the comment document in a separate notice proposing to adopt 
the temporary regulations as fin al regulations (see the 12/24/86 Fed. Reg., pp. 
46689-90). The regu lation s w i l l  a f fe c t  tax exempt organizations which have 
income subject to the tax upon unrelated business income imposed by Code section 
511 and p riva te  foundations subject to  the net investment income excise  tax 
imposed by Code section  4940. According to  the IRS, because o f changes made by 
the Tax Reform Act of 1986, private foundations and tax exempt organizations w ill  
now be required to pay their quarterly estimated taxes in the same manner and time 
as corporations do by making a deposit o f th e ir  qu arterly  taxes through the 
Federal Tax Deposit (FTD) system by the due dates fo r paying estim ated taxes. 
The amendments are applicable for taxable years beginning a fter 12/31/86. Written 
comments on the notice of proposed rulemaking and requests for a public hearing 
should be delivered or mailed to the IRS by 1/23/87. For additional information 
contact John A. Tolleris at the IRS at 202/566-3590.
3SPECIAL: FI NANCE COMMITTEE CHAIRMAN NAMES TOP S TAFF
Senior s ta ff  appointments on the Senate Finance Committee for the 100th Congress have
been announced by incoming Chairman, Lloyd Bentsen (D-TX). Senator Bentsen said
that William J. Wilkens, previously Minority Chief Counsel, would serve as S ta ff
Director and Chief Counsel. Upon making the announcement, Sen. Bentsen noted Mr.
Wilkens has "served with distinction" on the Committee s ta ff  since 1981. Addition 
a l ly ,  the Senator announced J e ffre y  M. Lang w i l l  serve as Chief International 
Trade Counsel, James C. Gould w i l l  be the Committee’ s C hief Tax Counsel, and 
Marina Weiss w ill  be the Committee's Chief Analyst for Health and Human Resources. 
The appointments w ill  become effective  with the convening of the 100th Congress on 
1/6/87.
For further information contact Shirley Hodgson or Joseph Petito at 202/872-8190.
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